Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 


Message Text 


CONFIDENTIAL 

PAGE 01 MANILA 00340 0907 1 6Z 

13 

ACTION EB-07 

INEO OCT-OI EA-06 ISO-00 AGR-05 CIAE-00 COME-00 INR-07 

LAB-04 NSAE-00 RSC-01 SP-02 STR-OI TRSE-00 CIEP-OI 

ERB-OI OMB-OI L-02 /039 W 

101709 

P 090624Z JAN 75 

PM AMEMBASSY MANILA 

TO SECSTATE WASHDC PRIORITY 9669 

CONPIDENTIAL MANILA 0340 

E.O. 1 1652: GDS 
TAGS: ETRD, EAGR 

SUBJECT: COTTON CONTRACT PROBLEMS 

REF: A. STATE 1339; B. MANILA 15088; C. MANILA 0108; 

D. TOPAS I40-MANILA I486I; E. TOPAS 04 OR MANILA 0195 

PASS D WILLIAMS/COTTON DIV/PAS/AGRICULTURE 

SUMMARY; THERE HAS BEEN SOME PROGRESS IN THE OPENING OP 
LETTERS OP CREDIT BUT AS INDICATED REP B THE RATE OP SHIP- 
MENTS UNDER MANY CONTRACTS IS LAGGING. FOR THE PIRST TIME, 
IT NOW APPEARS THAT DBP WILL ALLOW A MILL TO IMPORT COTTON 
PROM A U.S. SHIPPER WHO DOES NOT HAVE AN OVERDUE LETTER 
OP CREDIT, WHILE OTHER SHIPPERS HAVE PAST DUE L/CS WITH 
THE SAME MILL. THIS SUGGESTS THAT POSSIBLY EVEN IN THE 
PACE OF STRONG REPRESENTATIONS THE RATE OP U.S. COTTON 
LIPTINGS MAY FURTHER DETERIORATE. IT ALSO SUGGESTS ABSENCE 
OP DISCIPLINE AMONG U.S. EXPORTERS WHICH CAN ONLY WORSEN 
PROBLEM AS TIME GOES BY. END SUMMARY. 

1. THERE ARE ESSENTIALLY THREE NEW FACTORS AFFECTING OUR 
PREVIOUS ASSESSMENT OF THE COTTON CONTRACT PROBLEMS. 

2. WE ARE ADVISED BY DBP THAT $4,700,000 (EQUIVALENT TO 
12,000 TO 15,000 BALES OF RAW COTTON) IN LETTERS OP CREDIT 
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THE $20 MILLION CCC LINE. EVEN SO THE SITUATION IS GETTING 
WORSE CONSIDERING THE VOLUME OF COTTON ON CONTRACT FOR 
SHIPMENT IN THE MONTHS JAN- JULY 1975, THE CURRENT LARGE RAW 
COTTON INVENTORIES CARRIED BY MILLS, AND THE REDUCED RATE 
OF MILL CONSUMPTION. IF MILLS SATISFIED ALL THEIR OUT- 
STANDING L/C OBLIGATIONS, THE NEW INVENTORY POSITION WOULD 
INCREASE TO MORE THAN 100,000 BALES AND WOULD TAPER OFF TO 
ABOUT 80,000 OR 90,000 BALES BY THE END OF THE MARKETING 
YEAR, CONSIDERING CONSUMPTION OFFTAKE AND NEW SHIPMENTS DUE 
UNDER CURRENT CONTRACTS. YEAR END STOCK THEREFORE COULD 
EQUAL 75-90 PERCENT OF CURRENT ANNUAL CONSUMPTION. WE DO 
NOT BELIEVE THAT THE GOP IS GOING TO FORCE THE MILLS INTO 
THIS POSITION. 

3. ANOTHER IMPORTANT DEVELOPMENT IS THAT THE DBP FOR THE 
FIRST TIME APPEARS TO BE BACKING OFF ON THEIR PROMISE TO 
REQUIRE MILLS TO OPEN PAST DUE L/CS BEFORE PERMITTING IMPORTS 
OF OTHER COTTON. 

4. LESS IMMEDIATE BUT EQUALLY UNHELPFUL IS MUCH- 
PUBLICIZED JAPANESE CUTBACK IN COPPER OFFTAKE FROM PHILIP- 
PINES DUE TO FALL IN DOMESTIC DEMAND. THIS WILL NOT PASS 
UNREMARKED IN ANY HIGH PRESSURE DEBATE ON EXPORT CONTRACTS. 

5. DBP FALTERING IS EXEMPLIFIED IN CASE OF CENTRAL TEXTILE 
WHOSE CCC ALLOCATION WAS REGISTERED BY STAPLE COTTON CO. 

AND JAMES LAWRENCE WHICH HAD NO OVERDUE L/CS, WHEREAS 
ALLENBERG AND COOK WHICH HAD OUTSTANDING L/CS DID NOT HAVE 
ANY CCC ALLOCATION. DBP DEFERRED TO WISHES OF CENTRAL IN 
ALLOWING CONTINUED REGISTRATION OF CCC ALLOCATION FOR 
STAPLE COTTON AND JAMES LAWRENCE ORDERS, BUT DID STATE THAT 
CENTRAL WOULD BE REQUIRED TO GIVE PRIORITY TO COOK'S 
OVERDUE L/CS UNDER FREE DOLLAR LINE (IF THIS POSSIBILITY 

EVER ARISES) WHILE FART , TER CONTRACT DISPUTES WITH ALLENBERG 
WOULD HAVE TO BE RESOLVED. SEE TOFAS 4 OR MANILA 195 FOR 
COMPLETE REPORT. 

6. COMMENT: OUR CURRENT APPRAISAL IS THAT DEMAND SITUATION 

IN FORESEEABLE FUTURE PRECLUDES ANY FULL COMPLIANCE WITH THE 
OUTSTANDING CONTRACTS ON ORIGINALLY AGREED TIMETABLES AT BEST 
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AND PRESAGES SIGNIFICANT CUTS IN OFFTAKE AT WORST. SITUATION 
IS NOT, REPEAT NOT HELPED BY U.S. SELLERS WHO ARE WILLING TO 
MAKE NEW OFFERS AT CURRENT PRICES IN A WEAK IF NOT SATURATED 
MARKET. MOREOVER, WE SENSE THAT THIS DEVELOPMENT MAY BE 
BREEDING DUPLICATIONS OR NEW AND COMPETING DEALS WHICH 
AROUSE SOME NEED FOR CONSIDERATION OF WHOSE EQUITY TAKES 
PRIORITY IN OUR REPRESENTATIONS. EACH NEW OFFER OF A DEAL 
BY A U.S. SUPPLIER WORSENS THIS PROBLEM. 
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